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BOARD OF ACCOUNTANCY 
DISTRICT OF COLUMBIA 
E X A M I N A T I O N , M A Y , 1932 
M A Y 19, M O R N I N G SESSION 
Auditing 
Question 1: 
A, B , and C are the officers and directors and the owners of 5 5 % of the 
outstanding capital stock of the Cyril Building Corporation, the remaining 
stockholders being inactive in the company's affairs. In September, 1931, A, 
B , and C employed an individual to purchase corporate obligations (first-mort­
gage bonds) in the amount of $70,000.00, maturing October 15, 1931, at as 
great a discount as the bondholders could be induced to accept. Cash loans 
equal to the par value o f the maturing bonds were made by the corporation to 
the three individuals in order that the purchases might be made, and at maturity 
the bonds, which had been purchased at an average price o f 60, were formally 
redeemed by the corporation and the loans to the individuals canceled. 
What would be your attitude, as auditor, as to these transactions in the 
preparation of a certified balance sheet of the Cyril Building Corporation at 
December 31, 1931? You were appointed auditor by the stockholders at a 
special meeting held on May 2, 1932. 
Question 2: 
During the course o f an audit as at December 31, 1931, you find that your 
client in 1925 purchased two acres of land adjacent to its present plant for 
future expansion, subject to a first mortgage, the maturity o f which was May 
1 0 , 1929. The mortgage has not been refinanced but has been extended for 
one year at each May 10th since 1929, the date of the annual 6% interest pay­
ment. The bank which owns the mortgage informs you that, subject to the 
usual interest payment at May 10, 1932, it will grant the customary one-year 
extension of the mortgage to May 10, 1933. Your client is in good financial 
position. How will you show the mortgage liability on the balance sheet? 
Question 3: 
In preparing the December 31, 1931, balance sheet o f an advertising 
agency, you find that invoices totaling $12,000.00, dated during December, for 
advertising space in various magazines issued during that month, which in ac-
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cordance with established custom were rebilled to the advertiser's clients as of 
January 3, 1932, have not been recorded on the books of the advertising agency, 
and your client refuses to take them up as his liability until 1932. What effect 
will this have on the certificate which you will attach to the balance sheet? 
Question 4 : 
In an organization which you are now auditing and which pays certain 
officers a bonus based on net profits, what accounts should be given particular 
attention to prevent manipulation of the current year's earnings? State six 
methods by which these accounts might be altered so as to affect net profits. 
Question 5: 
What is the scope of a balance-sheet audit? 
Question 6: 
Your client, the Ajax Television Company, over a period of five years has 
adopted the practice of capitalizing all experimental and development expense, 
together with operating losses, the account therefore now exceeding in amount 
one-third of the asset total. The president states that until successful television 
apparatus has been perfected and profits therefrom can be shown, the practice 
will be continued. What would be your attitude toward the inclusion of such 
an account in the balance sheet of the company which you are called upon to 
certify? 
Question 7: 
In your audit of the books of the Gable Sales Company, dealer in automo­
biles, you find on hand 14 used cars, acquired in trades, having a total book value 
of $4,800.00. The book value represents the trade-in values at which the used 
cars were acquired. The cost up to the end of the fiscal period of putting the 
14 cars in salable condition was $643.19, which has been charged to expense, 
and in addition, it is estimated that approximately $550.00 will be required to 
complete the overhauling before they can be sold. Not more than $3,500.00 
is, however, expected from the ultimate sale of these cars and you are informed 
that the experience of the dealer has been fairly uniform in this respect. A com­
mission of a flat 10% is allowed salesmen on all used-car sales. 
How would you express these items in your report to the company? 
Question 8: 
An investment trust company of the management type maintains the fol­
lowing surplus accounts: 
( 1 ) Capital surplus; in this account are credited and debited gains and 
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losses arising from the valuation of securities on hand at market prices at 
December 31 of each year. On December 31, 1931, the debit balance in this 
account was $42,346,655.18. 
( 2 ) Surplus from realized security gains; to this account are transferred 
gains or losses previously credited or debited to capital surplus with respect to 
investments sold, together with any further gain or loss resulting from move­
ments of market values since the next previous December 31. On December 
31, 1931, the debit balance in this account was $5,368,775.54. 
( 3 ) Earned surplus; to this account are credited interest and dividends 
received less administrative expenses and interest paid. The account is debited 
with cash dividends paid on preferred and common stocks and in 1931 it was 
credited with the sum of $49,500,000.00 which arose from the reduction in the 
declared value o f the common stock outstanding from $27.50 a share to a par 
value of $5.00 a share. The credit balance of this account at December 31, 
1931, was $48,689,230.69. 
In the minutes of a special meeting of the stockholders on December 12, 
1931, you find that the reduction in value of the common stock was approved 
and that the credit to earned surplus was authorized, against which, according 
to the resolution, "any debit balances of other surplus accounts shall be carried." 
In preparing a balance sheet of the company at December 31, 1931, how 
would you display the item of surplus? 
Question 9: 
Prepare an audit program to cover the current liabilities of a manufac­
turing company with which you are acquainted. 
Question 10: 
During the course of your audit of the accounts of the Y Company, you 
discover an account, detailed below, covering merchandise shipped to customers 
on consignment. 
Particulars Dr. Cr. 
Balance, January 1, 1931 at billing prices to customers 
(factory cost $14 ,214 .96) $ 18,834.12 
Shipments to customers at billing prices (factory cost 
$ 9 3 , 5 3 1 . 6 3 ) ; offsetting credit to sales . . . 127,386.91 
Cash received from customers as indicated by 
following account-sales rendered: 
Sales (factory cost $88 ,326 .53) $139,426.91 
Less: 
2 0 % commission $27,885.38 
Freight, storage, 
and other charges. . . 1,263.81 29,149.19 $110,277.72 
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Defective merchandise returned by customers, credited to 
this account at billing price and charged to defective 
merchandise (an expense) account. Factory cost of 
these returns was $4,383.66, and the merchandise 
had no scrap value 5,568.11 
Totals $146,221.03 $115,845.83 
Debit balance per books at December 31, 1931 30,375.20 
Totals $146,221.03 $146,221.03 
Prepare journal entries adjusting the above-mentioned account and state 
how you would treat the balance on the financial statements of the company 
at December 31, 1931. 
BOARD OF ACCOUNTANCY 
DISTRICT OF COLUMBIA 
E X A M I N A T I O N , M A Y , 1932 
M A Y 19, A F T E R N O O N SESSION 
Principles and Practice of Accounting 
FIRST SESSION 
Question 1: 
The X and Y Companies, competing enterprises, merge and form the Z 
Company. Their net worths on the day of the merger are as follows: 
Particulars X Company Y Company 
Preferred stock—300 shares $ 30,000 
Common stock—500 shares 50,000 
Common stock—1,000 shares $100,000 
Earned surplus 760,000 300,000 
Total net worths $840,000 $400,000 
Immediately before the merger the preferred stock of the X Company is 
retired and a cash dividend of 20% and a dividend of 300% payable in com­
mon stock are declared on the common stock. In this manner the book value 
of each share of outstanding stock of both companies is fixed at $400 per share. 
The merger is then effected, 3,000 shares (par $100) of the stock of the newly-
formed Z Company being exchanged, par for par, for the stock of the old 
companies. 
Your opinion is solicited as to the correct disposal of the two earned-
surplus accounts in opening the books of the Z Company. 
Question 2: 
You are called upon to determine whether the following items appearing 
in the accounts of the Y Chain Stores, Inc., for 1931, should be charged to cur­
rent operations, to earned surplus, or to the various forms of capital surplus: 
(a) Unamortized portion o f bond discount and expense in connection 
with retirement during the year of funded debt; 
(b) Provision for probable decline in value of investments of subsidiary 
companies; 
( c ) Provision for reserve for rent losses on stores of chains purchased 
and since closed to avoid duplication; 
(d) Write-down of inventory acquired during year due to market declines 
at end of year; 
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(e) Balance of preopening expenses of retail stores and mail-order plants, 
heretofore deferred; 
(f) Provision for possible loss on foreign exchange; 
( g ) Net loss on sale of equipment; 
(h) Reduction to par value o f own stock held in treasury. 
Question 3: 
What is your conception of a current asset? 
Give your reasons for the inclusion in or exclusion from current assets of 
the following items at December 3 1 , 1931: 
(a) Securities having a readily realizable market value at the balance-sheet 
date. These identical securities have been owned for two years and the man­
agement states that the intention is to hold them until the funds represented 
therein are needed. 
(b) Unexpired insurance premiums. 
(c) A note receivable for $ 1 0 0 , 0 0 0 . 0 0 which falls due January 4 , 1933. 
(d) Inventories of obsolete parts whose sale is somewhat problematical. 
A supply of these parts is necessary in order to service old-style machines which 
are still in use throughout the country. 
( e ) Unamortized bond discount, all o f which will be charged off during 
the coming year. 
(f) Cash deposited in special dividend account for the express purpose o f 
paying a dividend already declared and due ten days following the balance-
sheet date. 
( g ) Cash in hands of sinking fund trustee, all of which is to be used to 
retire serial bonds and meet interest payments maturing within eight months 
after the balance-sheet date. 
Question 4 : 
What is your understanding of the character of the following accounts? 
Indicate their place in the financial statements of a corporation. 
(a) Reserve for uncollectible accounts 
(b) Certificates of deposit 
( c ) Accrued interest receivable 
(d) Unabsorbed factory burden 
(e) Reserve for Federal income tax 
(f) Reserve for loss on uninsured property 
(g) Goodwill arising through consolidation 
(h) Leasehold improvements 
Question 5: 
From the following information prepare a statement showing the sources 
from which funds were derived and the manner in which they were disposed 
of during the year 1931: 
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MONO PRINTING C O M P A N Y 
TRIAL BALANCES — DECEMBER 31, 1930 AND 1931 
December 31 
Account 1930 1931 
Cash in bank $ 10,270.08 $ 17,344.40 
Cash on hand 500.00 1,000,00 
Sinking fund trustee 2,816.25 6,041.67 
Trade receivables 307,313.09 210,786.55 
Inventories 115,504.53 78,555.18 
Prepaid insurance and supplies 6,205.99 4 ,327.14 
Notes receivable from officers 26,252.49 19,711.42 
Cash surrender value of life insurance policies 13,417.52 10,815.30 
Deferred bond expense 3,995.51 2,904.69 
Land, buildings, machinery and fixtures 723,330.06 733,683.83 
Investments 51,269.70 66,420.37 
Total debits $1,260,875.22 $1,151,590.55 
Trade payables $ 51,623.87 $ 42,098.32 
Accrued taxes and wages 39,267.40 28,764.81 
Notes payable on purchases of machinery . . . 65,896.02 
Accrued interest on machinery notes 689.90 
6 % first mortgage bonds 180,000.00 170,000.00 
Accrued interest on first mortgage bonds . . . . 1,350.00 1,275.00 
Reserve for bad debts 24,930.20 18,447.08 
Reserves for depreciation 147,982.66 172,224.97 
Common stock 600,000.00 650,000.00 
Surplus 149,135.17 68,780.37 
Total credits $1,260,875.22 $1,151,590.55 
The value of land, buildings, machinery and fixtures was increased by 
purchases o f new equipment totaling $25,149.08; at the same time, old equip-
ment costing $14,795.31 upon which there was accrued depreciation of $10,-
040.69, was sold for $2,575.00. Depreciation charged to expense during 1931 
amounted to $34,283.00. 
Following is an analysis o f investments: 
On hand 
at December 
Kind Acquired Cost Selling price 31, 1931 
500 shares Center Paper Co. stock 
( ¼ of total capitalization) 4 / 3 / 2 8 $50,000.00 $50 ,000 .00 
Public utility bonds 1 1 / 2 0 / 3 0 1,269.70 $ 1,275.00 
Public utility bonds 6 / 1 0 / 3 1 10,425.00 10,650,00 
Public utility bonds 9 / 2 2 / 3 1 5,000.00 5,050.00 
Public utility bonds 1 2 / 2 5 / 3 1 16,420.37 16,420.37 
Totals $83,115.07 $16,975.00 $66,420.37 
Bonds represented a temporary investment of surplus cash. 
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O f the machinery notes unpaid on December 31, 1930, $37,902.40 were 
due in 1932 and subsequent years; all machinery notes were liquidated by the 
payment of $50,000.00 in capital stock and the balance in cash. 
Mortgage bonds totaling $25,000.00 mature on May 15, 1932, and a 
similar amount on November 15, 1932. 
Following is an analysis of the sinking fund trustee account: 
Cash: 
Balance, January 1, 1931 $ 2,816.25 
Receipts: 
Cash deposited for payment of principal and interest.. 23,933.34 
Proceeds from sale of securities 17,325.00 
Interest received 623.02 $44,697.61 
Disbursements: 
Purchase of securities $22,200.00 
Accrued interest purchased 224.99 
Bonds redeemed 10,000.00 
Bond interest paid 10,650.00 
Trustee's fees and expenses 405.95 43 ,480.94 
Balance, December 31, 1931 $ 1,216.67 
On hand 
Securities: at December 
Kind Cost Selling price 31, 1931 
Real estate bonds $ 7 ,500 .00 $ 7,500.00 
Railroad bonds 9,875.00 9,825.00 
Utility bonds 4,825.00 $ 4,825.00 
Totals $22,200.00 $17,325.00 $ 4,825.00 
Total cash and securities $ 6,041.67 
Prepaid expenses are to be treated as current assets. 
The reduction of officers' notes receivable represents the payment o f the 
note of a retiring officer. 
Cash surrender value of life insurance policies was increased by $7,397.78 
and decreased by a loan on the policies o f $10,000.00. 
Deferred bond expense was decreased by the annual write-off provided 
for in an amortization schedule. 
Operating losses for 1931 amounted to $80,354.80, after deducting a re­
fund received on 1929 Federal income tax of $4,157.20 and accrued interest 
thereon of $244.23. 
BOARD OF ACCOUNTANCY 
DISTRICT OF COLUMBIA 
EXAMINATION, MAY, 1932 
M A Y 20, A F T E R N O O N SESSION 
Principles and Practice of Accounting 
SECOND SESSION 
Question 1: 
The ABC Company, a corporation organized January 1, 1929, was a con­
tinuation o f the partnership A, B and C in which both personal services and 
capital were material income-producing factors. All the capital stock o f the 
corporation was owned by A, B and C in equal amounts. 
In January, 1932, A, B and C ask whether the combined Federal income 
taxes paid by the corporation and by themselves as individuals for the three 
years ending December 31, 1931, were in excess of the amount o f Federal in­
come taxes they would have had to pay if they had operated the business as a 
partnership during that period. 
From the following information you are to answer their question by pre­
paring a computation of the tax that would have been paid by A, B and C if 
they had continued to operate as a partnership: 
( 1 ) Details of surplus account of the corporation follow: 
Date Particulars Dr. Cr. 
1 2 / 3 1 / 2 9 Net profits year ending 1 2 / 3 1 / 2 9 $43,417.27 
4 / 1 / 3 0 Dividends declared and paid $21,000.00 
1 2 / 3 1 / 3 0 Net profits year ending 1 2 / 3 1 / 3 0 14,700.74 
4 / 1 / 3 1 Dividends declared and paid 30,000.00 
1 2 / 3 1 / 3 1 Net loss year ending 1 2 / 3 1 / 3 1 4,316.91 
1 2 / 3 1 / 3 1 Balance 2,801.10 
Totals $58,118.01 $58,118.01 
( 2 ) Federal income taxes paid by the corporation were: 
Year Amount 
1929 $5,366.18 
1930 1,595.56 
( 3 ) The books of the corporation are kept on the accrual basis. 
( 4 ) The sole taxable income of A, B and C consisted of salaries and divi­
dends received from ABC Company and was as follows: 
Particulars A B C 
Year ending December 31, 1929: 
Salaries $ 3,000.00 $ 3,000.00 $ 3,000.00 
Dividends. 
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Year ending December 31, 1930: 
Salaries 6,000.00 6 ,000.00 6,000.00 
Dividends 7,000.00 7,000.00 7,000.00 
Year ending December 31, 1931: 
Salaries 3,000.00 3,000.00 3,000.00 
Dividends 10,000.00 10,000.00 10,000.00 
( 5 ) A, B and C had no deductible expenses for the years 1929, 1930 and 
1931. Personal exemptions of A, B and C were $1,500.00 each for these years. 
( 6 ) The normal tax rates for the individual Federal income tax returns 
for the years 1929, 1930 and 1931 were: 
First Second Over 
Year $4 ,000.00 $4 ,000 .00 $8 ,000 .00 
1929 ½% 2% 4 % 
1930-'31 1½% 3 % 5 % 
( 7 ) Surtax rates for all three years were: 
1% on net income between $10 ,000 and $14 ,000 
2 % on net income between 14,000 and 16,000 
3 % on net income between 16,000 and 18,000 
4 % on net income between 18,000 and 20,000 
Question 2: 
Name three methods of applying factory burden. Give, briefly, the argu­
ments for and against each method. 
Question 3: 
You are requested to recast the following balance sheet in such a manner 
that all the facts will be properly and effectively portrayed. You may use the 
figures given in the balance sheet and in the data following in any way you 
may see fit but no adjustments to the figures themselves are required. Write 
an audit certificate which you would be willing to attach to the statements. 
M. N. X. RESTAURANT SUPPLY CO. Exhibit I 
BALANCE SHEET — MARCH 31, 1932 
ASSETS 
Current Assets: 
Cash on hand and in banks $ 26,418.32 
Accounts receivable, net 195,024.18 
Notes receivable and accrued interest.. 14 ,296.80 
Inventories: 
Finished goods $95,090.61 
Raw materials 14,540.02 
Work in process 41 ,210 .38 
Factory supplies 674 .76 151,515.77 
Unexpired insurance premiums 344.29 
Prepaid interest on bank loans 200.00 
Unamortized bond discount 9,702.67 $397,502.03 
Goodwill 1.00 
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Fixed Assets: 
Land $ 50,000.00 
Buildings 94,793.33 
Furniture and fixtures 5,631.36 
Automobiles 4,306.66 
Machinery 76,135.25 
Total $230,866.60 
Reserve for depreciation 82,131.23 148,735.37 
Total assets $546,238.40 
LIABILITIES AND N E T W O R T H 
Current Liabilities: 
Accounts payable $ 99,111.11 
Bank loans 40 ,000.00 
Accrued wages 1,125.03 $140,236.14 
First Mortgage Bonds 100,000.00 
Capital Stock: 
Preferred stock $100,000 .00 
Common stock 50,000.00 150,000.00 
Surplus 156,002.26 
Total liabilities and net worth $546,238.40 
The following information is to be considered: 
(a) The cash account is composed of: 
Petty cash funds $ 1,000.00 
Cash in unrestricted checking account 24,986.52 
Overdraft in payroll bank account * 68.20 
Deposits with telephone and electric light companies.. . 500.00 
Total $ 26,418.32 
*Red. 
(b) Accounts receivable consist of: 
Trade accounts $206,510.11 
Employees' accounts, current 6,428.12 
Reserve for bad accounts * 17,914.05 
Net $195,024.18 
*Red. 
(c) Analysis of trade notes receivable: 
Past-due notes 
Notes not yet due 
Accrued interest 
$ 3,000.00 
11,078.00 
218.80 
Total $ 14,296.80 
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All notes are considered collectible. 
(d) Inventories are priced at the lower of cost or market except for the 
supplies, which are priced at cost. 
(e) Goodwill was originally set up at $50,000.00 and represented the 
stated value of 5,000 shares of no-par-value common stock given to present 
officers on April 1, 1925, for their services in organizing the company. The 
account was written down to $1.00 in 1930. 
(f) The fixed assets are at their appraised values which is compared with 
cost in the following summary: 
Asset —Depreciation Reserve— 
Asset Cost Appraisal Per Books Appraisal 
Land $ 10,000.00 $ 50,000.00 
Building 90,739.99 94,793.33 $23,629.60 $22,843.80 
Furniture and fixtures.. 5,631.36 5,631.36 3,930.36 3,930.36 
Automobiles 4 ,306.66 4 ,306.66 2,110.19 2,110.19 
Machinery 68,336.26 76,135.25 49,390.29 53,246.88 
Totals $179,014.27 $230,866.60 $79 ,060 .44 $82,131.23 
The appreciation was credited to surplus on March 31, 1932, the date of 
the appraisal by the General Appraisal Company. 
(g) First mortgage bonds of $100,000.00 bear 6% interest which has 
been paid to March 31, 1932. The bonds mature in annual installments of 
$10,000.00 until March 31, 1938, when the balance of $50,000.00 becomes due. 
( h ) The preferred stock is 6% cumulative stock and consists of 1,000 
shares having a par value of $100.00. No preferred dividends were voted dur­
ing the year ending March 31, 1932, although preferred stockholders have regu­
larly received their dividends to March 31, 1931. The preferred stock was sold 
at date of incorporation at a premium of $5,000 which was credited to surplus. 
( i ) Analysis of the surplus account follows: 
Particulars Dr. Cr. 
Premium on sale of preferred stock $ 5,000.00 
Appreciation of fixed assets 48 ,781.60 
Goodwill written off $ 49,999.00 
Dividends on preferred stock 36,000.00 
Dividends on common stock 18,000.00 
Earnings, less a loss for the year 
ending March 31, 1932, of $ 9 , 6 5 4 . 2 9 . . . 206,219.66 
Totals $103,999 .00 $260,001 .26 
Balance, March 31, 1932 156,002.26 
Totals $260,001 .26 $260,001.26 
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( j) The company is contingently liable for discounted notes amounting 
to $10,000.00. 
(k) Finished goods carried at an inventory value of $59,930.36 are in 
public warehouses and the warehouse receipts have been assigned to the bank 
as security for the loan o f $40,000.00. 
BOARD OF ACCOUNTANCY 
DISTRICT OF COLUMBIA 
E X A M I N A T I O N , M A Y , 1932 
MAY 21 , MORNING SESSION 
Practical Accounting 
THIRD SESSION 
Problem 1: 
From the following information prepare a consolidated work-sheet of the 
Ames Mfg. Co. and its subsidiaries at December 31, 1931: 
Assets 
Cash 
Inventories 
Other current assets 
Investments: Stuart-Jones Co. 
Investment: Baher Motor Co. 
Securities, at cost 
Plant and equipment less 
accrued depreciation . . . . 
Total assets 
Stuart-Jones Baher 
Liabilities and Net Worth Ames Mfg. Co. Company Motor Co. 
Accounts payable and 
accrued expenses $ 540,281.10 $ 267,161.36 $ 122,322.38 
Collateral trust 6 % bonds 
due July 1, 1940 500,000.00 
First-mortgage 6 % bonds 1,000,000.00 500,000.00 200,000.00 
6 % preferred stock, par $100 .00 . . . 1,000,000.00 200,000.00 
Common stock, no par 1,204,816.00 
Common stock, par $100.00 1,836,400.00 400,000.00 
Surplus, January 1, 1931 603,000.00 557,313.50 146,718.23 
Profits—Year ending Dec. 31, 1 9 3 1 . 590,633.10 226,816.52 * 21,385.10 
Total liabilities and net worth.. $6 ,070,314.20 $2 ,756,107.38 $1,047,655.51 
*Red. 
The Ames Mfg. Co. investments were made up of stocks in the following 
companies: 
STUART-JONES Co. 
Date purchased Class of stock Shares Cost 
June 30, 1930 No-par common 57,750 $800,000.00 
May 8, 1931 No-par common 10,500 160,000.00 
Totals 68 ,250 $960,000 .00 
Ames Mfg. Co. 
. $ 326,126.17 
533,826.33 
553,863.50 
960,000.00 
400,000.00 
100,000.00 
. 3 ,196,498.20 
. $6 ,070,314.20 
Stuart-Jones 
Company 
$ 101,692.20 
412,312.71 
373,115.41 
1,868,987.06 
$2,756,107.38 
Baher 
Motor Co. 
$ 13,322.16 
102,224.24 
108,575.91 
289,062.50 
69,000.00 
465 ,470 .70 
$1,047,655.51 
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BAHER MOTOR Co. 
Date purchased Class of stock Shares Cost 
January 1, 1923 Preferred, par $100.00 1,000 $ 85,000.00 
January 1, 1924 Common, par $100.00 3,800 315,000.00 
Total $400,000.00 
The preferred stock o f the Baher Motor Co. is 6% cumulative and non­
voting. Dividends on this preferred stock were in arrears from January 1, 1922, 
until December 31, 1927, when they were paid in full; all subsequent annual 
preferred dividends have been paid at the end of each calendar year. 
The Baher Motor Company investment in the Stuart-Jones Company com­
prised the following: 
Date purchased Class of stock Shares Cost 
January 1, 1926 No-par common 13,125 $125,000.00 
December 31, 1929 No-par common 13,125 164 ,062 .50* 
Total $289,062.50 
*Represents a 100% stock dividend which was capitalized at $12.50 a share and 
taken up as income. An entry was made at December 31, 1929, on the books of the 
Stuart-Jones Company transferring $656,250.00 from earned surplus to capital stock. 
The net worth of the Stuart-Jones Company at the dates the Ames Mfg. 
Co. and the Baher Motor Co. acquired its stock was: 
Particulars Jan. 1, 1926 June 30, 1930 May 8, 1931 
Shares outstanding 52,500 105,000 105,000 
Capital stock account $548,566.00 $1,204,816.00 $1,204,816.00 
Surplus 41,396.00 690,859.90 736,929.70 
Total net worth $589,962.00 $1,895,675.90 $1,941,745.70 
The net worth of the Baher Motor Co. at January 1, 1923, and January 
1, 1924, was: 
Particulars January 1, 1923 January 1, 1924 
Preferred stock $200 ,000 .00 $200,000.00 
Common stock 400,000.00 400,000.00 
Surplus * 76,918.33 * 64,360.00 
Total $523,081.67 $535,640.00 
*Red. 
No subsidiary profits have been taken up on the Ames Mfg. Co. books 
except in the form of dividends. 
The inventories of the Ames Mfg. Co. at December 31, 1931, included 
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purchases in 1931 from the Stuart-Jones Company on which the latter company 
made a gross profit of $61,326.19; similar purchases from the Baher Motor 
Co. were also included in the inventory, the gross profit to the Baher Motor 
Co. being $26,382.44. 
On March 6, 1931, the Ames Mfg. Co. sold certain securities to the Stuart-
Jones Company for $75,000.00, the profit realized by the Ames Mfg. Co. on this 
transaction being $12,000.00. On December 5, 1931, the same securities were 
purchased by the Baher Motor Co. for $69,000.00. The purchase price at both 
dates was in accordance with the market values then existing. 
Intercompany accounts, included in other current assets and accounts pay­
able, at December 31, 1931, were: 
Stuart-Jones Company 
Baher Motor Co. 
Stuart-Jones Company 
Owing to Owing by 
Ames Mfg. Co. 
Ames Mfg. Co. 
Baher Motor Co. 
$149,382.12 
26,444.51 
15,000.00 
Amount 
BOARD OF ACCOUNTANCY 
DISTRICT OF COLUMBIA 
E X A M I N A T I O N , M A Y , 1932 
Commercial Law 
M A Y 20, M O R N I N G SESSION 
N E G O T I A B L E I N S T R U M E N T S 
Question 1: 
Plaintiff brings a suit in replevin to recover from defendants who are 
stockbrokers, a certain promissory note, payable to bearer, stolen from plain­
tiff, but acquired by defendants in due course. The note recited "This note is 
secured by a mortgage on real property in (Your ) County, State, o f even date 
herewith." The mortgage thus referred to contains provisions that would be 
destructive of negotiability if contained in the note, for example, a provision 
that if the mortgagor does not pay the taxes on the mortgaged real estate, the 
mortgagee may pay them and add the amount to the debt. Defendants claim 
that the provision above quoted makes the note non-negotiable because the two 
instruments constitute one transaction and must be read together. 
( 1 ) Wha t facts must exist to constitute said brokers "holders in due 
course?" 
( 2 ) I f the note is non-negotiable have the brokers a good title? 
( 3 ) Same question if it is negotiable? 
( 4 ) Does the above-quoted language make the note non-negotiable? 
( 5 ) I f the note should provide that it is secured by a mortgage "the pro­
visions o f which are hereby made a part hereof," would it be negotiable? 
Question 2: 
Plaintiff was a holder in due course of a trade acceptance payable at a 
fixed date, with a provision for acceleration o f maturity at the option o f the 
holder "upon the acceptor hereof suspending payment, suffering a fire loss, 
disposing of his business, giving a chattel mortgage, or failing to meet at ma­
turity any prior trade acceptance." 
It is claimed by defendant (the acceptor) that this instrument is non-nego­
tiable by reason of these provisions for acceleration on the theory that they 
render time of payment uncertain. 
( 1 ) Define and state the purpose of a trade acceptance. 
( 2 ) What advantage might the acceptor gain i f the court holds this instru­
ment non-negotiable? 
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( 3 ) Do any of the said provisions in this instrument render it, in your 
opinion, non-negotiable? 
PARTNERSHIPS 
Question 1: 
A, B and C form a partnership, each contributing as capital $5,000.00. 
Later A puts in $10,000.00 more by way of a loan. The firm goes into bank­
ruptcy. Is A's claim provable in competition with the claims of other cred­
itors? W h y ? 
Question 2: 
A and B conduct a partnership business under the name of "A, B and 
Company." They incorporate as "The A. B. Company." C sold goods to the 
partners prior to incorporation and was paid therefor. After incorporation he 
sells more goods to the concern, not actually knowing it has been incorporated. 
The corporation becoming insolvent, C seeks to hold A and B personally on 
the ground he was not notified of the partnership's dissolution. Decide. 
CORPORATIONS 
Question 1: 
A corporation issues a six per cent preferred stock which is declared 
to be non-cumulative. The corporation builds up a surplus which it puts into 
improvements. It pays no dividends for several years. It then declares a pre­
ferred dividend of 6% and a common dividend of 12%. A preferred stock­
holder objects on the ground ( 1 ) That inasmuch as the corporation could have 
paid a dividend for each year, the preferred stockholders are entitled to divi­
dends for all past years before the common stockholders can receive dividends; 
( 2 ) That nothing being said in the charter about participation or non-partici­
pation the preferred is entitled to share with the common in any dividends 
over 6%. Is either contention correct? 
Question 2: 
A owned 500 shares of preferred stock which was subject to redemp­
tion "at the book value of the stock as shown by the last annual statement o f 
assets and liabilities o f the company submitted to and approved by the board 
of directors." The board voted to redeem at a price which by reference to the 
statement was fixed at $323.21 per share. A claims the true book value was 
$1,250.00 per share. On what theory, if any, can A prevail in an attempt to 
overthrow the director's fixing of the book value? 
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C O N T R A C T S 
Question 1: 
Armstrong owed Lane upon a promissory note. Armstrong later went 
into bankruptcy, listing Lane as one of his creditors and then obtained his dis­
charge. Later, Armstrong wrote Lane a letter, saying: "You can count on 
getting a part of the money I owe you this fall. I can't say how much, but 
you are on the list to be paid first." This he signed and sent. Not paying Lane 
anything, Lane sues, on the theory that Armstrong after being discharged in 
bankruptcy, made a new promise to pay. 
Armstrong defends: 
( 1 ) I f he made a new promise it was without consideration; 
( 2 ) His letter did not constitute a promise. 
Is either contention sound? 
Question 2: 
A is an accountant. He enters the employ of B , an accountant, under 
a contract for one year's service, with an agreement that after the expiration o f 
the year he will not conduct an accounting business in the same city for a period 
of six months. Is this agreement valid? Why? 
B A N K R U P T C Y 
Question 1: 
E. P. W . mortgaged his real estate to Curtiss. The mortgage purports 
to cover the real estate "and the rents, issues and profits thereof." E. P. W . 
then goes into bankruptcy. 
( 1 ) Can this bankruptcy proceeding nullify the mortgage? 
( 2 ) Assume that the trustee in bankruptcy collects rents from this prop­
erty. Do they become assets available for the general creditors, or is Curtiss 
entitled to them by virtue o f the lien of his mortgage? 
Question 2: 
C is a general creditor o f D who has many general creditors. D pays C 
in full and a month later goes into bankruptcy. On what condition, if any, can 
the trustee in bankruptcy set aside the payment to C? 
